Recent change to a fair-value-based accounting system portends shift from traditional conservative accounting and is often considered to be one of the factors that partially contributed to the ongoing financial crisis. The main aim of this paper is to examine the level of conservatism prior and during financial crisis. Empirical analysis is conducted on the sample of listed companies from Central and Eastern Europe using panel data analysis techniques. Obtained results suggest that level of conservatism is even lower during the financial crisis than before the crisis. These findings could be of interest to accounting standard setters and regulators in the process of financial reporting quality improvement.
I. INTRODUCTION
The global financial crisis that began in [2007] [2008] has had a great impact on the global economy. Moreover, it has also drawn special attention to the role of financial reporting in the years of crisis and in the periods immediately preceding the crisis. In particular, many commentators, researchers and analysts blame recent process of changes in fundamental accounting measurement paradigm for amplifying the crisis and for causing financial collapse.
1 Namely, since the end of 20 th century the conservative, historical cost accounting paradigm has been replaced by the fair value accounting paradigm.
When analyzing financial reporting in period of financial crisis, it is essential to investigate how financial reporting fulfills its purpose. Accounting information has two main roles: informativeness and stewardship. Taken together, evidence from the previous empirical research suggests that recent implementation of fair value accounting has actually increased level of informativeness of accounting information.
2 Although there is a large volume of literature exploring valuation role of financial reports prior and during financial crisis, there has been a lack of debate and research about stewardship objective of financial accounting during financial crisis.
The stewardship objective of accounting arises from separation between ownership and management in public companies. Namely, because of possible conflict of interests between managers and owners, stewardship function of financial reporting is to constrain management to act in the shareholders' interests.
3 An important instrument of stewardship and corporate governance is accounting conservatism and principle of prudence. Conservatism prevents managers from being overly optimistic in reporting earnings and consequently aims at promoting stewardship. Also, asymmetric timeliness of earnings, well known as conditional conservatism is frequently used as proxy for the stewardship-orientation of financial accounting information. 4 Purpose of this paper is to analyze the stewardship role of accounting information in periods before and during the financial crisis. This paper provides evidence of different level of accounting conservatism before and during the period of crisis. Empirical research is conducted on the sample of large, public, listed companies from seven Central and Eastern European countries: Bulgaria, Croatia, Poland, Romania, Russian Federation, Serbia and Slovenia for the period from 2002 to 2011.
Study contributes to the prior literature in the following ways. First, to the best of our knowledge this is the first empirical research that analyzes the level of accounting conservatism THE 6TH INTERNATIONAL CONFERENCE "THE CHANGING ECONOMIC LANDSCAPE: ISSUES, IMPLICATIONS AND POLICY OPTIONS" as measure of stewardship in periods before and during the global financial crisis started in [2007] [2008] . Also, previous research about conservatism is mostly limited to market-oriented common law countries and this paper is focused on the sample of companies from code law bank-oriented countries of Central and Eastern Europe. Moreover, recent studies emphasize the importance of allowing for firm heterogeneity in measuring accounting conservatism. Therefore, this paper uses panel data analysis methodology as it is more appropriate for cross-sectional time series structure of the data. Results and conclusions from this research could be of interest not only to academics but also to standard setters and regulators in the process of improvement of financial reporting quality.
The rest of the paper proceeds as follows. Section 2 provides a theoretical background for the research. Brief summary of previous research on this topic and hypothesis development are presented in section 3. Section 4 describes the sample, data and research design. Section 5 presents main empirical results and paper ends with concluding remarks.
II. THEORETICAL BACKGROUND
The use of fair value accounting as the measurement attribute in accounting standards has significantly increased in recent time, along with evolution of financial markets and development of complex financial instruments. Fair value accounting usually stands for reporting assets and liabilities in balance sheet at market values and recognizing changes in fair values as gains or losses in income statement. However, in response to the credit crunch which began in 2007-2008, financial institutions have criticized fair value accounting that fair value losses are misleading because they are temporary and will reverse as markets return to normal. Additionally, they have pointed that fair values are difficult to estimate and thus unreliable. Moreover, reported losses have adversely affected market prices yielding further losses and increasing overall risk of financial system. 5 Furthermore, in years preceding the crisis, reporting of immediate fair value gains has inflated financial profits and facilitated more subprime lending, consequently increasing housing bubble and triggering recession.
In context of financial crisis, Pinnuck 6 emphasizes that credit market for subprime mortgages may not have expanded as quickly if companies had used more conservative accounting approaches to constrain managers in banks making excessive loans. Namely, conservative accounting makes it difficult for managers to make excessive loans, by introducing downward bias into retained earnings. Thus, Pinnuck 7 concludes that an accounting system that requires timely recognition of losses, but that discourages recognition of unrealized gains (which fair value accounting encourages) could be a way forward. Accordingly, Watts and Zuo 8 have documented that US companies with more conservative financial reporting experienced less negative crisis effects on companies' value. 5 Stephen G. Ryan, "Fair value accounting: understanding the issues raised by the credit crunch, " (working paper, White paper for the Council of Institutional Investors, New York University Stern School of Business, 2008): 4. 6 Matt Pinnuck, "A Review of the role of financial reporting in the global financial crisis," Australian Accounting Review 22, no.1 (2012) Slavko Sodan, Zeljana Aljinovic Barac, Tina Vuko Basu 9 defines conservatism as accountants' tendency to require a higher degree of verification for recognizing good news than bad news in financial statements. In accordance with principle of prudence, conservative accounting system recognizes potential decreases in income or assets well before they are realized, but postpones the recognition of income increase until it is realized or is sufficiently certain. Therefore, Basu expects that reported earnings will respond more completely or quickly to negative shocks on value of company (i.e. bad news) than to positive shocks (i.e. good news). Kothari et al. 10 point out three most important aspects of conservatism in reducing agency problems between shareholders and managers. First, as managers' compensations are related with current performance, they are reluctant to report bad news. Conditional conservatism introduces obligation for the management to recognize bad news as it becomes available even if it does not meet the objectivity and verifiability thresholds that otherwise apply. Second, timely loss recognition mitigates agency problems associated with managers' investments decisions. The ability to defer loss recognition provides managers an incentive to continue operating investments with negative net present values in order to avoid reported losses on sale or abandonment.
11 This agency problem is reduced by conditional conservatism. Third, by delaying bad news, managers could compensate themselves excessively, which implies significant cost for shareholders. On the other hand, application of conditional conservatism principle limits management overpayments.
It is important to make the clear distinction between conditional and unconditional conservatism in accounting. Conditional conservatism is often labeled as news-dependent, ex post conservatism or earnings conservatism because it reflects asymmetry and timeliness in incorporating good and bad news in accounting earnings. In conditional conservatism setting earnings are more sensitive in reflecting publicly available bad news than good news. Examples of conditional conservatism include impairment accounting for long-term tangible assets or lower of cost or market accounting for inventory. Contrary to conditional conservatism, unconditional conservatism refers to low earnings and low book values regardless of economic outcomes. Amortization of long-term assets at a rate above the expected economic amortization rate can be taken as an example of unconditional conservatism. 12 The key difference between conditional and unconditional conservatism is that unconditional conservatism systematically understates the book value of assets due to predetermined accounting policies and independent of future circumstances. In contrast to conditional conservatism, Ball and Shivakumar 13 argue that unconditional conservatism is inefficient or at best neutral in compensation contracting and corporate governance. This paper is focused on conditional conservatism because it is considering that it improves the usefulness of accounting information, especially in the context of stewardship role of accounting and corporate governance. Basu's reverse earnings-return regression is currently the most frequently employed measure of accounting conservatism in the accounting literature and has the greatest impact on the literature. 20 Basu proved that, because of the conservative bias in accounting, negative stock returns, which reflect downward adjustment in economic income, have a higher association with earnings than positive stock returns, i.e. upward adjustment in economic income. Therefore, conservative accounting reflects economic losses in earnings faster than economic gains. Basu also found evidence that conservative principles in accounting cause asymmetric persistence of positive and negative earnings changes. Namely, more persistence means that less current value relevant news is reported in current earnings and more of it will be reported in future earnings. Consequently, conservatism results in the lower persistence of earnings in bad news periods relative to good news periods. 21 Many empirical studies have tried to quantify the extent of accounting conservatism and to identify the main benefits of conservatism. Watts 22 concludes that existing evidence suggests how accounting conservatism is the most consistent with contracting or litigation explanations and in less extent consistent with tax and regulatory explanations. In accordance with these explanations, the majority of papers find that earnings conservatism varies across companies' characteristics and economic contexts. 23 According to Ryan 24 , examined companies' characteristics mostly include: high-tech versus low-tech companies; board composition, public versus private companies; auditor size; US cross-listing by foreign companies; the extent of earnings management; company size; etc. Furthermore, the economic contexts most studied are: the quarters of the fiscal year and countries. 25 However, there are only few prior studies exploring the impact of business cycle on earnings conservatism. Slavko Sodan, Zeljana Aljinovic Barac, Tina Vuko Khurana et al. 26 have found evidence that companies exhibit less conditional conservatism during expansionary periods and argue that penalty for reporting bad news is greater when economy is expanding. Therefore, companies have greater incentives to delay recording bad news during the expansion of economy. Jenkins et al. 27 have performed similar research on the sample of Compustat companies in period from 1980 to 2003 and also have demonstrated that the conservatism is actually higher during economic contractions. They have provided a number of key explanations for these empirical results. First, securities litigation typically occurs in period of economic declines and litigation risk is one of the most important factors of demand for conservative accounting. 28 Second, the threat of increased regulatory scrutiny during the period of financial crisis motivates the reporting of conservative accounting numbers. Third, the shift from internal to external sources of financing during recession should cause an increase in demand for more conservative accounting information.
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III. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
However, several studies that have investigated the impact of 1997 Asian crisis on earnings conservatism have found evidence contrary to the findings of Khurana et al. 29 and Jenkins et al 30 . Research of Vichitsarawong et al. 31 and Gul et al. 32 report that accounting conservatism in East Asian countries is lower during the crisis period compared to normal economic periods. They assume that companies facing the financial crisis are under pressure to convey more positive information to investors in order to reduce the negative impact of the crisis.
To summarize, there is mixed evidence from previous research regarding impact of business cycle on accounting conservatism and evident lack of research regarding the effects of 2007-2008 global financial crisis on conservatism. Also, the majority of prior studies about conditional conservatism are performed in common law countries such as US, United Kingdom or Australia. Giner and Rees 33 and Lara et al. 34 state that level of conservatism is significantly different between code law and common law countries. There is generally a lack of research about accounting conservatism in transitional economies of Central and Eastern Europe, but some evidence can be Based on the theoretical arguments and empirical evidence presented earlier, it is assumed that level of conditional conservatism should be lower during periods of economic decline in comparison to periods of expansions for companies in Central and Eastern Europe. Our expectations differ from findings of Khurana et al. 38 and Jenkins et al. 39 . Namely, we anticipate that higher litigation risk and increased regulatory scrutiny during the period of crisis will not be significant factors of conservatism for companies in transitional bank-oriented countries of Central and Eastern Europe due to undeveloped capital market mechanisms. Giner and Rees 40 also stress that in the less litigious European environment, litigation explanations for conservatism demand may carry less weight. Thus, following the arguments of Vichitsarawong et al. 41 and Gul et al. 42 , we assume that companies in crisis will be under higher pressure to communicate positive information to investors in order to reduce the negative effects of the crisis. Managers will tend to be more aggressive in reporting good news and delay recognition of bad news. Consequently, level of conditional conservatism is expected to be lower than before the crisis.
IV. RESEARCH DESIGN
This section describes the sources of empirical data, variables measurement and estimation procedures in testing the relation between level of conditional conservatism and business cycle. Performed research is based on the hypothesis that companies in financial crisis will not show any evidence of conservatism in contrast to the companies in the period before the crisis.
A. Sample selection
Empirical research is conducted on the sample of companies from seven Central and Eastern European countries: Bulgaria, Croatia, Poland, Romania, Russian Federation, Serbia and Slovenia, covering the period from 2002 to 2011. Only large, public, listed companies are selected in order to provide sample homogeneity. Namely, previous research has found significant differences in level of conservatism between public and private companies 43 and between different sizes 44 of companies. Data for the research is collected from Worldscope database. Banks, investment funds and other financial institutions are not included in the sample because of the asset structure differences. The final sample consists of total 1,426 company-year observations. Detail structure of selected sample by 7 Central and Eastern European countries is presented in the 
B. Model specification
To test the main hypothesis that companies in period of financial crisis apply lower level of conditional conservatism this study applies Basu 45 reverse earnings-return model specification and uses partition approach. According to Basu 46 , stock prices reflect information received from sources other than current earnings and stock prices lead earnings by up to four years. Therefore, negative and positive annual stock returns are used as proxy for bad and good news, respectively. Namely, in an efficient market, stock returns reflect all public information affecting the value of equity during the period and thus provide a valid measure of economic shocks to company value. 47 Consequently, in reverse return-earnings regression, estimated slope coefficient on negative stock returns should be incrementally higher than on positive stock returns indicating the existence of earnings asymmetric timeliness and conditional conservatism. Incremental coefficient on negative return is often referred as asymmetric timeliness coefficient and it has been used in numerous researches as valid measure of conservatism.
48
The following standard Basu 49 model is used to test the level of earnings conservatism: 
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where, for company i in year t: X it = Earnings per share for company i in year t deflated by price per share at beginning of the year t; R it = Buy-and-hold annual stock return for company i cumulated over year t inclusive of dividends; D it = Dichotomous variable which takes the value of 1 if stock return is negative and 0 otherwise; ε it = Error term.
For companies with conservative financial reporting, earnings should contain more timely information for "bad news". The implication is β 3 > 0. Namely, coefficient β 2 measures the association between earnings and positive returns and sum of coefficients β 2 and β 3 measures the association between earnings and negative returns. Thus, if earnings are conservative and respond timelier to bad news than to good news, it implies: 
V. EMPIRICAL RESULTS
A. Descriptive statistics
In the first part of the empirical research, descriptive analysis is conducted. Table 2 provides mean values, medians and standard deviations for variables used in this study. Mean value of deflated earnings are -0.23 for the full sample and 0.25 (-0.60) for the before crisis (during crisis) sample. Mean value of annual stock returns are 51.50 percent for the full sample and 93. 42 (20.07 ) percent for the before crisis (during crisis) sample. As it can be seen from the table below, both earnings and returns have notably lower mean values during the crisis in comparison to the period before the crisis. Slavko Sodan, Zeljana Aljinovic Barac, Tina Vuko Notes: X it is the earnings per share for company i in year t deflated by the price per share at the beginning of the year; R it is the buy-and-hold annual stock return for company i cumulated over year t inclusive of dividends.
Performed t-test proves that differences in mean values of earnings and returns during the crisis and before the crisis period are statistically significant as presented in Table 3 . Notes: X it is the earnings per share for company i in year t deflated by the price per share at the beginning of the year; R it is the buy-and-hold annual stock return for company i cumulated over year t inclusive of dividends. P-values are two-tailed from conducted t-test.
B. Earnings conservatism regression analysis
This study adopts panel-data methodology in order to estimate the level of earnings conservatism. Majority of previous research on earnings conservatism employs ordinary least squares estimator and treats observations as being serially uncorrelated with homoscedastic errors for companies across time. However, a more recent literature 53 points out that it is important to allow for com-THE 6TH INTERNATIONAL CONFERENCE "THE CHANGING ECONOMIC LANDSCAPE: ISSUES, IMPLICATIONS AND POLICY OPTIONS" pany heterogeneity in measurement of conditional conservatism. Namely, pooled OLS regression model ignores company heterogeneity which could cause an omitted variable bias and consequently lead to an inaccurate conclusion about the extent of conditional conservatism.
Thus, in developing regression specification the starting point was the dynamic model with the lagged dependent variable. This model was estimated by employing Arellano-Bond difference GMM estimator. As lagged variable did not have significant explanatory power, the static model was considered to be more appropriate. Conducted specification tests (Hausman test χ 2 =15.52, p=0.00; incremental F test F= 5.93, p=0.00) suggest that fixed-effects estimator is the most appropriate panel method for the estimation of the research model. Table 4 presents estimated results from fixed-effects model on the sample of companies before the crisis. Results provide evidence of conditional conservatism for the period before the financial crisis. The interactive slope coefficient β 3 is positive and significant at the 0.05 level which implies that earnings are more sensitive to negative returns ("bad news") than to positive returns ("good news"). Besides, for conditional conservatism to exist, it is not only necessary that incremental sensitivity of bad news with respect to good news (β 3 ) is significant, but also the total effect of bad news (β 2 + β 3 ) should be statistically significant. 54 Performed Wald test shows that the total bad news response coefficient (β 2 + β 3 ) is significantly positive as well (F=8.18, p=0.00). Notes: X it is the earnings per share for company i in year t deflated by the price per share at the beginning of the year; R it is the buy-and-hold annual stock return for company i cumulated over year t inclusive of dividends; D it is a dichotomous variable which takes the value of 1 if stock returns are negative and 0 otherwise. P-values are two-tailed.
Results obtained on the sample of companies in period of financial crisis show no evidence of conditional conservatism, as predicted. Estimated results are shown in Table 5 . P-value indicates that there is no statistically significant difference of coefficient β 3 value from zero. So, it can be concluded that companies in the period of financial crisis tend to be more aggressive in reporting good news and delay recognition of bad news. Thus, main hypothesis that level of conditional Slavko Sodan, Zeljana Aljinovic Barac, Tina Vuko conservatism will be lower during periods of economic decline in comparison to periods of expansions is supported by the empirical findings. Notes: X it is the earnings per share for company i in year t deflated by the price per share at the beginning of the year; R it is the buy-and-hold annual stock return for company i cumulated over year t inclusive of dividends; D it is a dichotomous variable which takes the value of 1 if stock returns are negative and 0 otherwise. P-values are two-tailed.
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VI. CONCLUSION
Based on a review of previous literature it can be concluded that there has been a lack of debate and research on stewardship objective of financial accounting during the global financial crisis that started in 2007-2008. This paper uses earnings conservatism as proxy for the stewardship-orientation of financial accounting information and analyzes the impact of the financial crisis on earnings conservatism.
Results from empirical research suggest that companies have a tendency to be more aggressive in reporting good news and delay recognition of bad news during the financial crisis. That is, level of earnings conservatism is higher in the period before the crisis than during the crisis. Companies in financial distress are probably under pressure to report more positive information to investors in order to reduce the negative impact of the crisis. Accordingly, accounting information appears not to fulfill its stewardship role and to be less useful in making economic decisions related to contracting during the period of the crisis than before the crisis.
This research contributes to the literature in several ways. First, this seems to be the first empirical research that analyzes level of accounting conservatism in periods before and during the global financial crisis started in [2007] [2008] . Also, previous studies about conservatism are mostly limited to market-oriented common law countries contrary to the research in this paper. Moreover, recent studies stress the importance of using the adequate statistical methodology in measuring accounting conservatism. Therefore, this paper uses panel data analysis techniques as they are more appropriate for cross-sectional time series structure of the data. Results and conclusions from this research could be of interest not only to accounting researchers but also to standard setters and regulators in the process of improvement of financial reporting quality.
By summarizing the theoretical and empirical results, the following recommendations can be derived. First, standard setters and regulators should aim to define fair value accounting more precisely to avoid its abuse and creative accounting reporting practices. Second, future researchers should explore the impact of fair value accounting on severity of global financial crisis in more detail. Furthermore, future researchers should in particular focus on financial reporting quality in developing bank-oriented economies with underdeveloped and inactive markets.
